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Report Summary

Introduction

Background

The 1997 Legislature passed House Bill 13 directing the Department

of Administration to develop an alternative classification and pay

system for state employees. This alternative system is Pay Plan 20.

Pay Plan 20 is referred to as the State ofMontana broadband pay

plan (broadbanding). Broadbanding is a method of defining

occupations and associated pay ranges to enable more flexibility in

pay administration. Broadbanding consolidated the state's 25-grade

pay matrix from Pay Plan 60 into nine pay bands. Under Pay Plan

20, agency management has flexibility to award pay increases

according to their own pay policies and within agency approved

operating plans. There are several types of pay adjustments available

including market-based, performance-based, results-based,

situational pay, strategic pay, and bonus pay. These pay adjustment

types are suggested through department guidelines, but not mandated

by statute, rule, or pohcy.

Market-Analysis

While Pay Plan 20 is called an alternative pay plan, the majority of

state agencies are using it to compensate employees. State agency

managers consider its flexibility a major benefit. Flexibility in pay

administration is a significant change for the State of Montana, and

this flexibility has an impact on the compensation philosophy of the

state. First, the structure of Pay Plan 20 is based on comparable

market salaries, and most agencies have focused on market-based

pay. The second part of pay administration in Pay Plan 20 is

performance-based pay. The plan provides agency managers

flexibility to adjust employee pay based on various needs and

accomplishments. The performance element of Pay Plan 20 has not

been fully realized.

The Department of Administration is responsible for administering

Pay Plan 20. One of the main activities conducted under this

responsibility is market analysis. Market analysis is the collection

and analysis of salary data from other employers for similar jobs.

The results of the market analysis are used to establish market pay

rates for specific occupations. Overall, the department's market

analysis process follows common industry practices used for

Page S-1



Report Summary

Discounting Survey Data

establishing market pay rates. However, we identified several areas

where improvements could be made to strengthen the market

analysis process.

hi order to approximate the relationship of Montana salaries to

national salaries, the department's market analysis process includes

an adjustment to national survey data. The department established a

1 5 percent discount factor using the relationship of Montana to the

U.S. median wage.

Competitive Labor Market

Discounting survey data is a way to adjust salary figures to more

accurately reflect a regional market. However, documentation of the

methodology used by the department does not clearly indicate this

discount provides the best estimate. The department currently uses a

general discount factor of 15 percent far all occupations, but median

rankings are also available for individual occupations. If the

department used the factor associated with each occupation rather

than a general discount factor, it could provide a more practical

market rate for each occupation. We believe the department should

re-evaluate and document its discounting methodology to better

reflect market.

For compensation, the term market refers to the collective group of

employers that compete for employees. Statute, while limited for the

alternative pay plan, does indicate pay is to be established based on

the relevant labor market. However, Montana's relevant labor

market is not defined in rule or policy.

The department developed its process without specifically defining

market. Survey data that is readily available, commonly used, and

lower in cost to retrieve is used to set market rates. According to

division management, more specific survey data is available, which

may be more relevant to Montana's competitive labor market. The

department should identify this relevant labor market and develop a

definition based on current practices and input from state agency

personnel.
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Criteria to Guide the

Process

Department staff regularly make decisions regarding use of salary

survey data for calculating market rates. There are no set criteria on

when to use survey data and when to eliminate it from calculations.

Division personnel set market rates for over 400 occupations, so it is

important to have formal guidelines to help ensure consistent

decision-making in calculating market rates.

While some judgment needs to be applied, formal guidelines are

needed to help ensure consistency in similar situations, hi order to

facilitate consistency between analysts, as well as facilitate

consistency for the same analyst from year to year, the department

should develop formal guidelines for decision-making. The

department could incorporate these guidelines into current analysis

tools for use during group discussions and finalization of markets.

Market Analysis by Other

Entities

While most agencies adopt market rates established by the

department, there are some occupations in which market rates are

established by other state agencies. For example, one agency

chooses not to adopt department market rates, and instead establishes

its own market rates. There is no policy regarding how market rates

should be established for unique occupations, and how the process

should be conducted when this occurs.

The Compensation System

is Changing

According to statute, it is the intent of the legislature that

compensation plans for state employees be based on an analysis of

the labor market as provided by the department. In order to fully

implement the intent of the law, the department should be providing

guidance and approving the market analysis for all occupations.

The department plans to seek legislation to establish Pay Plan 20 as

the State of Montana's main compensation system and move all

employees to the new pay plan by July 1, 2007. This proposed

change in pay plans is a significant change in compensation

philosophy and organization cuhure. hi order to make an informed

decision, there are some key questions the Legislature should

consider during its discussions of Pay Plan 20.

Page S-3



Report Summary

Pay Plan Variations Pay plan variations among state agencies have created differences in

pay. The department sets a minimum, market, and maximum pay

rate for each occupation. However, employee pay is up to the

discretion of agency management. This flexibility allows agency

managers to use pay to recruit, retain, and reward employees for

performance, competencies, and achievements. With no specific

guidance, and variations between agencies in available funding,

individual employees in Pay Plan 20, hired for the same occupation

but in different agencies, can and do get paid varying amounts within

occupational pay ranges. Excluding any pay for performance

components, the likelihood of pay inequities is greater. These

differences in pay result in competition between agencies for

employees with the same skills.

Cultural Change The concept ofbroadbanding is a major change in compensation

philosophy and organizational culture for the State of Montana.

Managers have more flexibility in setting pay for individual

employees based on market trends and performance. Employees

have more flexibility in individual development and career

progression. From an organizational standpoint, the change can be

characterized as a move fi-om one of entitlement (everyone gets a pay

increase) to one based on performance (employees who perform get

pay increases).

Matching the market is sometimes referred to as being externally

competitive. Aside from comparison to market rates, performance-

based pay is a main component of broadbanding. While Montana's

state agencies are not required to implement a performance-based

pay component as part of Pay Plan 20, some have done so or have

plans to implement this component in the future. By granting

managers and supervisors more discretion to determine pay

increases, pay for performance increases responsibility for

supervision and implementation of performance measurement.

Measuring Outcomes
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tools to better meet individual agency needs. It has been more than

five years since state agencies started transitioning to Pay Plan 20.

However, there is no information available indicating whether the

alternative pay plan is achieving desired outcomes.

Effective implementation should include an ongoing review of the

system. There is no requirement to track and monitor recruitment and

retention, employee productivity, or other aspects related to outcomes

associated with the pay plan. As a result, each agency is left to its

own devices on whether or not to monitor operations. In order to

determine the impacts of Pay Plan 20, outcomes need to be tracked

and monitored.

Page S-5





Chapter I - Introduction

Introduction The Legislative Audit Division issued an audit survey on Personnel

Classification in November 1997 (97P-08). The conclusion of this

survey was to conduct an audit of the state's compensation system

after decisions were made by the legislature regarding

implementation of a new system. The 1997 Legislature passed

House Bill 1 3 directing the Department of Administration (DofA) to

develop an alternative classification and pay system. This alternative

system is Pay Plan 20. The Legislative Audit Committee prioritized

an audit of Pay Plan 20 after the 2005 Legislative Session.

Audit Objectives Based on preliminary audit work, we established the following audit

objectives;

Determine what degree of implementation of Pay Plan 20 has

occurred.

Determine if desired outcomes of Pay Plan 20 are being

achieved.

Determine the extent of legislative guidance and related

management controls over administration of Pay Plan 20.

Determine if Pay Plan 20 pay rates established by the

Department of Administration reflect market.

Audit Scope DofA is the administrator of the state's classification and pay plans,

so it was the primary agency under review. While DofA administers

Pay Plan 20, other agencies are involved and have responsibilities for

pay administration. We conducted the following audit work relative

to Pay Plan 20:

Analysis of laws, rules, and policies, including other state pay

plans.

Interviews of DofA personnel with classification and

compensation responsibilities.

Observations of DofA market pay rate meetings.

Review of DofA and other agency records and documentation.

Survey of agency human resource personnel.

Observations of meetings of the State Pay Special Task Force.
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Interviews of personnel and review of related documentation in

three selected agencies including:

• The first agency to transition all employees to Pay Plan 20.

• The most recent agency to transition to Pay Plan 20 (at the

time of audit planning).

• A smaller agency with only a small group of employees in

Pay Plan 20.

Survey of a random sample of state employees within the three

selected agencies.

• Survey sent to 135 state employees and 69 responses

received from employees in all three agencies (a 51 percent

response rate).

Review and analysis of information related to compensation

systems.

Management
Memorandum

During the course of our review, we identified an issue related to Pay

Plan 20 which we believe warrants management attention, but is not

a subject of a recommendation in this report. We presented the

following suggestion to department management.

Communication with

Agency Personnel

Based on responses to our employee survey, state employees do not

have a complete understanding of Pay Plan 20, nor do they

understand the manner in which they are compensated or receive pay

increases. One of the main purposes of Pay Plan 20 is to recruit,

retain, and reward employees. Therefore, to assist in employee

understanding, communication needs to take a more prominent role

in the implementation and administration of Pay Plan 20. Effective

employee communication helps increase employee awareness of

attempts to create internal equity, ensure competitiveness, and

reward individual performance. Currently, agencies lack guidance

and resources needed to effectively transition and implement Pay

Plan 20. The department has established guiding principles, but

these are neither specific nor directive, and are not easily located.

The department may wish to increase emphasis on centralized

communication for Pay Plan 20, including guidance on pay plan

implementation and operation that is easy to locate and understand.
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Report Organization The remainder of this report includes a chapter detaihng Pay Plan 20,

a chapter on establishing market rates, and a chapter outlining key

considerations for the alternative pay plan. Specifically, the report

discusses:

Chapter II - historical information on pay in Montana and details

on Pay Plan 20.

Chapter in - the market analysis process and recommendations

for improvements related to discounting, the relevant labor

market, guidance for the process, and approving market rates.

Chapter IV - information related to movement toward Pay

Plan 20 and related differences in pay administration.
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Chapter II - Implementation of Pay Plan 20

Background According to a Department of Administration (DofA) report, the

legislature adopted the first uniform wage and salary plan for state

employees in 1975. The statewide classification system and pay plan

was enacted to assure state employees were paid similarly for similar

work regardless of employing agency or funding source. The plan

took the form of a matrix containing 25 vertical grades and 8 to 1

3

horizontal steps. The Governor and the legislature determined

biennial across-the-board increases to the pay plan. DofA surveys of

other employers' salary levels, collective bargaining and the state's

ability to pay drove pay decisions.

In 1979, the legislature authorized DofA to develop a pay exception

program to "mitigate problems associated with difficult recruitment,

retention, transfer, or other exceptional circumstances." In 1991, the

legislature modified the 25-grade pay matrix, replacing steps with an

open-range progression to reflect a more market-based pay

philosophy. The 1997 Legislature directed DofA to develop an

alternative classification and pay system. This alternative system.

Pay Plan 20, is a market-based and competency-based pay plan.

Several Pay Plans Currently

Exist

Numerous pay plans exist to address compensation needs of specific

occupations. Currently, there are seven Executive Branch pay plans.

Aside from Pay Plan 20, other pay plans include:

Statewide Classified Plan (Pav Plan 60) - adopted into statute in

1975 as the state's primary classification and compensation system.

Highway Patrol Officers Pay - enacted into law in 2005, Highway

Patrol Officers pay is a subset of Pay Plan 20 which uses specified

labor market data to set salaries.

Blue Collar Plan (Pay Plan 62) - enacted in 1979, this is a

collectively bargained pay plan for organized trade and craft

employees.

Teachers Plan (Pay Plan 64) - also enacted in 1979, this plan covers

teachers employed by the Department of Corrections and the

Department of Public Health and Human Services.

State Fund Plan (Pay Plan 65) - enacted into law in 1989,

compensation laws do not apply to State Fund employees, and they

have developed their own plan.
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Medical Professionals Plan (Pay Plan 67) - originally enacted into

law in 1979, this plan was created to address problems in recruiting

and retaining employees in certain medical professions.

Information Technology and Engineering Plan (Pay Plan 68) - this

plan was established by DofA in 1 997 as an exception to the

Statewide Classified Pay Plan to address recruitment and retention

problems.

The following table shows the number of employee positions for all

state govenmient pay plans as of July 2006.

Table 1

Number of Positions in State Government Pay Plans

(as of July 2006)

Pay Plan



Chapter II - Implementation of Pay Plan 20

positions in Idaho, North Dakota, South Dakota, Wyoming, and the

current salaries of these Montana officials.

Our audit focused on Pay Plan 20 implementation; however, prior to

transition to Pay Plan 20, the majority of state employees were in

Pay Plan 60. Comparisons between these two pay plans are made

throughout this report.

Alternative Classification At the request of the Governor's Office, the State Personnel Division

and Pay System Developed (SPD) completed a survey of managers and personnel officers in

April 1 996. The survey was conducted to determine what changes

management would recommend to make the compensation system

more responsive to state agency needs. Agency personnel

completing the survey suggested greater flexibility in employee

compensation. Based on the survey results, the Governor directed

DofA to develop a competency-based personnel system for state

employees to use as an alternative to the statewide compensation

system.

Under state law, the department has authority to implement

alternative classification systems without first obtaining legislative

approval. However, the department sought legislative input on a

new compensation system during the 1997 legislative session.

House Bill 1 3 included language directing DofA to develop an

alternative classification and pay system consistent with a

market-based approach to pay administration. Language in the bill

also required emphasis of individual skills, competencies, and

contributions.

Development of an alternative classification and pay system included

implementation of a number of pilot projects at various agencies

during fiscal year 1 997-98 including:

Department of Public Health and Human Services (social

workers)

Department of Livestock (brand inspectors)

Department of Commerce (managers and executives)
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Department of Transportation (technicians)

Department of Corrections (probation and parole officers)

Subsequent legislative sessions provided authority to continue

development of an alternative pay system, with the 2001 Legislature

specifically making an alternative pay plan part of statute.

Section 2-18-303(6), MCA, currently reads as follows:

"(a) The department may develop and implement an

alternative pay and classification plan for certain classes,

occupations, and work units. Pay for employees in the

alternative pay and classification plan may be established

and changed based on demonstrated competencies and

accomplishments, on the labor market, and on other

situations defined by the department.

(b) To the extent that the plan applies to employees within a

collective bargaining unit, the implementation of the plan is

a negotiable subject."

Broadbanding

How are Positions Placed

Into Pay Bands?

Pay Plan 20 is also referred to as the broadband pay plan.

Broadbanding is a method of defining occupations, such as

accountant and engineer, and associated pay ranges to enable more

flexibility in pay administration. Broadbanding consolidated the

25-grade pay matrix from Pay Plan 60 into nine bands. For example,

grades 16 and 17 were consolidated into Pay Band 7. Each band has

a broader minimum to maximum range than the ranges for each

grade in Pay Plan 60.

Section 2-18-201, MCA, directs DofA to develop a persormel

classification plan for all state positions and classes of positions in

state service. Each position in state government has to be classified

for placement in a pay plan. Classification is a system of

categorizing jobs by type and level ofwork to provide for similar

pay between positions.

The classification process involves three basic steps: job analysis,

job evaluation, and documentation.
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Chapter II - Implementation of Pay Plan 20

Job analysis involves collecting information about the position

through various sources, such as conversations with the

supervisor or incumbent, and relies on clear documentation of

job duties and responsibilities in a position description.

Job evaluation applies the benchmark factoring methodology to

determine the appropriate pay band for the job.

Documentation summarizes the job analysis and job evaluation

in a written statement explaining and defending the classification

decision.

Our review of classification determined the process used by DofA

for classifying jobs follows standard procedures common to the

human resources industry.

Conclusion: The process established by DofA provides a

standardized and reasonable methodology for classifying

jobs.

Occupational Pay Ranges Once the classification process is complete, the position is assigned

to a corresponding band in Pay Plan 20. Each band has a pay range

with a minimum and maximum aimual salary. These pay ranges

were initially established with pay data from Pay Plan 60 by taking

the lowest and highest existing salaries in the various grades, and

making them the minimum and maximum for the corresponding pay

band. The minimum and maximum salaries are shown in the

following table.
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$30,544

mm
$32,470

Figure 1

Example of Band 6 Occupational Pay Ranges

(Accountant, Architect, Computer Systems Analyst)

$45,230 $56,538

$42,201 $52,751

$67,846

$65,301 $68,395

market '

$40,588 \

^
max

$48,706

^1^

Accountant Y
J

Architect

Computer Systems Analyst

Source: Compiled by the Legislative Audit Division from department records.

Differences Between Pay

Plan 20 and Pay Plan 60

More than 80 percent of Executive Branch state employees are in

either Pay Plan 20 or Pay Plan 60. In the past two years agency

managers have transitioned the majority of employees from

Pay Plan 60 to Pay Plan 20.

One of the more noticeable differences is the structure of the two pay

plans. As stated previously, each band in Pay Plan 20 has a broader

minimum to maximum range than the grades in Pay Plan 60. What

Pay Plan 60 does with 25 grades, Pay Plan 20 does with only

9 bands. In addition. Pay Plan 60 grades include an entry, mid-point,

and maximum, while Pay Plan 20 bands have minimums and

maximums. This difference can be seen in the following figure.
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Figure 2
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Table 3

Comparison Between Pay Plan 20 and Pay Plan 60

Category
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Bonus Pay: one-time adjustments based on individual/team

performance.

These available types of pay increases are suggested through DofA

guidelines, but not mandated by statute, rule, or policy.

Approximately 78 percent of the respondents to our agency survey

said flexibility in pay administration was the main benefit of Pay

Plan 20. This flexibility has a definite impact on the compensation

philosophy of the state by changing from one of entitlement to one

based on performance. This is discussed fiirther in Chapter FV.

Conclusion: Pay Plan 20 provides more flexibility than

Pay Plan 60, and state agency managers consider this

flexibility a major benefit of Pay Plan 20. This flexibility

will impact the compensation philosophy of the state.

Implementation of Pay

Plan 20

When an agency decides to transition to Pay Plan 20, state policy

requires the agency to develop an implementation proposal, or

transition plan. DofA must evaluate the transition plan based on how

well it adheres to its policy of "improving service to the public" and

"expanding career opportunities for employees." Once the plan is

approved by DofA, an agency can transition to Pay Plan 20.

As of July 2006, 24 state entities had transitioned at least a portion of

positions to Pay Plan 20. The following table provides a listing of

the entities and the percentage of positions in the plan.
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including agencies who have not transitioned any employees. As of

July 2006, 7,745 positions in state government (63 percent) had

transitioned to Pay Plan 20 (this excludes short-term, temporary,

seasonal, and university employees). The percentage of employees in

Pay Plan 20 is continually increasing as additional agencies transition to

the alternative pay plan.

Pay Administration According to DofA managers, general statutory compensation

provisions (Title 2, chapter 1 8, part 3, MCA) do not apply to Pay

Plan 20. The intent is to provide agencies with flexibility to pay

employees for their competencies and accomplishments. Therefore,

agencies may administer the procedures for using pay schedules

differently than described in section 2-1 8-303, MCA.

According to a Department of Public Health and Human Services

report on agency experiences with Pay Plan 20, nearly every agency

implemented Pay Plan 20 by moving employees to a certain percent

of market. While the market-based pay part of Pay Plan 20 is being

implemented, most agencies have not yet implemented a

performance-based system for employee movement within

Pay Plan 20. Our survey indicates agencies have adjusted state

employee pay under the following Pay Plan 20 components.

Table 5

Pay Plan 20 Components Implemented by State Agencies

Component
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implementation of Pay Plan 20. The following table provides some

of the information we obtained from our survey.
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Conclusion: The majority of agencies and positions are in

Pay Plan 20. Most agencies have focused on market-

based pay. Pay administration is different between Pay

Plan 20 and Pay Plan 60.

Impacts From
Implementation of Pay

Play 20

While Pay Plan 20 is an alternative pay plan, the majority of state

agencies are using it to compensate employees. Flexibility in pay

administration is a significant change for the State of Montana, and

this flexibility has an impact on the compensation philosophy of the

state. First, the structure of Pay Plan 20 is based on comparable

market salaries. DofA is responsible for administration of

Pay Plan 20, which includes establishing market pay ranges based on

Montana's competitive labor market. Chapter III discusses the

process used by DofA to establish market-based pay ranges.

The second part of pay administration in Pay Plan 20 is performance-

based pay. The plan provides agency managers flexibility to adjust

employee pay based on various needs and accomplishments.

However, there are several factors that impact the ability to succeed,

and this element of Pay Plan 20 has not been fully realized. The

final chapter provides information on the impacts Pay Plan 20 has on

the state's compensation philosophy.
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Competitive Market

Market Analysis The Department of Administration (DofA) is responsible for

administering Pay Plan 20. One of the main activities conducted

under this responsibility is market analysis. Market analysis is the

collection and analysis of salary data from other employers for

similar jobs. The results of the market analysis are used to establish

market pay rates for specific occupations based on the competitive

labor market.

Conclusion: Department

Follows Common Practice

Overall, the State Personnel Division (SPD) market analysis process

follows common industry practices used for establishing market pay

rates. SPD staff collect, compile, and analyze salary data, and use

the results of the analysis to establish occupational pay ranges for

positions in Pay Plan 20. While the process does not include an in-

depth analysis of the data such as examining benefits and the total

compensation package, pay ranges are intended to only be an

estimation of the Montana labor market.

Improvements to Process

Should Help

How Are Market Rates

Set?

One of our objectives was to determine if Pay Plan 20 pay rates

established by DofA reflect market. We noted several areas where

the process could be strengthened to help improve the establishment

of market pay rates. These include defining Montana's competitive

labor market, developing guidelines to help ensure consistency

throughout the market analysis process, and approving all market

pay rates. This chapter provides details supporting our findings and

recommendations.

SPD personnel use three different surveys as sources of data to

establish market rates for Pay Plan 20. These include:

Occupational Employment Statistics (OES) - a mandated survey

conducted by the U.S. Department of Labor & Statistics.

Central States Compensation Association (CSCA) - a survey

representing 25 state governments nationally, including survey

data for the four surrounding state governments.

Watson Wyatt (WW) - a private sector survey in which data

must be purchased.
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Job Matching

These surveys provide compensation data for numerous occupations.

The first step in the process is for SPD staff to make sure the data is

comparable to Montana's state government occupations.

The data provided in the surveys shows the average compensation

paid by various employers for defined occupations. SPD staff must

match the survey data to Montana's state government occupations.

Job matching is a critical part of the process. Jobs must be matched

to appropriate survey data to ensure proper market-based

compensation. The Standard Occupational Classification (SOC)

system and the Occupational hiformation Network (0*Net) are used

to classify positions by occupation.

The Bureau of Labor Statistics, U.S. Department of Labor,

developed SOC for use in classifying workers into occupational

categories for the purpose of collecting, calculating, and

disseminating data. All workers are classified into one of over

800 occupations according to their occupational definition. 0*Net is

a comprehensive database of worker attributes and job

characteristics. 0*Net is used in addition to SOC as part ofjob

matching, and is a primary source of occupational information that

provides a common language for defining and describing

occupations. 0*Net is administered by the U.S. Department of

Labor's Employment and Training Administration.

Calculating Market Pay and

Establishing Occupational

Pay Ranges

SPD staff compares descriptions of work to Pay Plan 20

classifications and uses education and experience ratings to

determine the most likely match for each occupation. Other factors

considered in applying survey data are Pay Plan 20 bands to which

positions are allocated and the number of positions reported in the

national salary surveys. This information is used to make sure each

occupation is matched to the correct survey data.

The market data from the surveys is compiled for use in calculating a

pay range for each classified occupation. In order to establish an

occupational pay range, each occupation must be ranked according

to Montana's classification system in order to place the occupation in
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the appropriate pay band. SPD staff uses education and experience

as a basis for anchoring an occupation.

Once an anchor is estabHshed, the pay range for the occupation is

calculated. Market rates are used as the midpoints in the

development of pay ranges. A 20 percent midpoint progression is

used for each occupation, and may include a pay band progression,

as can be seen in the table below. There are two reasons for creating

pay band progressions: 1) to establish a progression for promotions,

and 2) salary survey data only has one survey data point. The

resulting matrix provides the occupational pay ranges for use by

agency management in setting pay for individual positions. The

following figure shows an example of the occupational pay range for

an accountant.



Chapter III - Establishing Pay Based on the Competitive Market

Market Analysis Process

Could Be Improved

Discounting Survey Data

During our review of the process, we identified several areas where

we believe improvements could be made to further strengthen the

market analysis process. The following sections summarize our

findings.

As explained previously, DofA uses three sources of survey data to

develop market pay rates. Two of these surveys represent all 50

states (national data), while the third represents 25 states. In order to

approximate the relationship of Montana salaries to national salaries,

the department's market analysis process includes an adjustment to

the national survey data of 85 percent. DofA established this

1 5 percent discount factor using the relationship of Montana to the

U.S. median wage from OES survey data. The following table

provides an example of discounting for one occupation.
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into consideration. As a result, a general discount factor of

1 5 percent was developed.

SPD managers say human resource organizations commonly use

discounting to make survey data better match a specific region.

However, agency managers and state employees have a concern with

the appropriateness of discounting survey data. Their concern is that

survey data should speak for itself and should not be discounted.

Based on our review, we believe the department should re-evaluate

its discounting methodology to try to obtain better data. Discounting

survey data is a way to adjust salary figures to more accurately

reflect a regional market. However, documentation of the

methodology used by DofA does not clearly indicate this discount

provides the best and most accurate figure.

What Methodology Should

be Used?

The department currently uses a general discount factor of 1 5 percent

for all occupations based on where Montana ranks to the national

median. In other words, every occupation is discounted to

85 percent of the national median market rate. However, the median

ranking is also available for individual occupations, and the median

percentages for individual occupations vary considerably. The

following table provides examples of the median percentage of

several occupations.

Table 9

Examples of Median Percentage of Market for Occupations

(Montana compared to the United States)

Occupation



Chapter III - Establishing Pay Based on the Competitive Marl<et

If the department used the factor associated with each occupation

rather than a general discount factor, it could provide a more realistic

market rate for each occupation. As can be seen in the previous

table, some occupations do not have an associated median ranking.

For these occupations, the department may want to use the general

discount factor of 15 percent in order to maintain consistency in the

market analysis process.

Why Does the Department According to SPD managers, the reason for discounting is to

Discount Survey Data? estimate a Montana market. The Watson Wyatt survey is national

data from the private sector, which includes Fortune 500 frnns and

other national companies. They discount the data to approximate the

relationship between Montana and national wages. The reason for

discounting the national OES survey data is based on the reasoning

discussed above. The CSCA and OES Montana survey data is not

discounted because it is either state government wage information or

State of Montana information. The department believes state

government wages, as well as Montana wages, already lag the

market, so they consider this data to be already discounted.

SPD management indicates concerns from various sources, including

legislators and the Governor's Office, regarding higher costs for

paying national wages, which led to discounting survey data.

However, documentation does not validate the reasons for

discounting, or that the 1 5 percent discount provides the best and

most practical salary comparison. We believe the department should

re-evaluate its current procedure of using a general discount factor,

based on one survey source, to discount some of the survey data.

The analysis should include a review of the appropriateness of using

the general OES median percentage as the discount factor. Based on

the results of its analysis, the department should modify its current

discounting methodology or document the reasons for continuing to

use a 15 percent discount. The results of the analysis should be

incorporated into the market analysis methodology.
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Recommendation #1

We recommend the department re-evaluate its discounting

procedure to determine if a better methodology can be used to

calculate more practical market rates, and document and

incorporate the results of the analysis into the market analysis

process.

Competitive Labor Market For compensation, the term market refers to the collective group of

employers that compete for employees. So what is Montana State

Government's competition? There is no one answer. It depends on

the occupation. There is competition with other state governments,

the federal government, and the private sector.

What is Montana's

Competitive Market?

According to the Society for Human Resource Management, there

are at least three factors that define the relevant labor market.

Competition for employees occurs with shared industry (similar

products or services), occupations (same experience or skills), and

location (same geographical area). Statute, while limited for the

alternative pay plan, does indicate intent for pay to be established

based on the relevant labor market. However, Montana's relevant

labor market is not defined in, rule or policy.

How Does DofA Define

Montana's Market?

DofA considers salary data from the contiguous states of Idaho,

North Dakota, South Dakota and Wyoming because of their

proximity and comparable demographics. Like Montana, these four

surrounding states have primarily rural economies with lower wages

in relation to national averages. However, DofA documentation

indicates recruitment for many Montana positions occurs in states

such as Washington, Oregon, Nevada and Utah. There may be a

difference between the survey data used to calculate market rates and

Montana's competition. The data used may not directly match the

competition, so it is not a relevant labor market. As a result, it is not

known if Montana's pay rates are competitive with the relevant labor

market.
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DofA developed its process without specifically defining market.

Survey data that is readily available, commonly used, and lower in

cost is used to set market rates. However, according to division

management, more specific survey data is available, which may be

more relevant to Montana's competitive labor market. The

department should identify the relevant labor market and develop a

defmition based on current practices and input from state agency

personnel.

Recommendation #2

We recommend the department identify and define the relevant

labor market for Montana State Government.

Criteria to Guide the

Process

While observing the SPD market analysis process, we noted staff

regularly make decisions regarding use of salary survey data for

calculating market rates. When asked how these decisions are made,

we found no set criteria to guide the process. Decisions are

judgment calls based on individual staff analysis. According to SPD

personnel, data is thrown out if the analyst does not believe it is

valid. There are no set criteria on when to use survey data and when

to eliminate it from calculations. Staff said they consider other

factors in the decision such as the source of the data, job titles, job

descriptions, etc. However, the amount of the salary is what often

triggers the decision-making process. If the salary is too high or too

low, in the opinion of the individual staff member, its use is

questioned.

Examples of

Decision-Making

There are numerous decisions made regarding the market analysis

process which lack criteria to help guide staff This section provides

some examples.

One example of a decision made regarding the process relates to

changing the market rate: using the current calculation or the

previously published market rate. There are ups and downs in

salary data from year to year. For the 2006 market analysis

process, if the 2004 market rate was higher, staff used it instead
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of the new one. The reason stated was to avoid problems with

individual pay needing adjustments and disparate impacts.

The same action was taken for comparisons to Pay Plan 60

averages. If the current average salary paid to employees in Pay

Plan 60 was higher than the calculated market rate, then the Pay

Plan 60 average salary rate was used instead of the calculated

market rate.

A similar decision was made for use of OES data. SPD made a

decision to use the higher of the two OES markets: the actual

OES Montana salary figure or the OES Montana salary data

minus state government. The reason for this is that Montana

state government salary data may lower the average of the OES
Montana reported wages.

Other decisions were made based on factors such as the relative

standard error rate of survey data, including salary data in

calculations that would normally not be included because ofjob

matching, and bargained salary ranges. While SPD personnel

indicate a desire to publish markets as they are, they make decisions

to change salary data.

Consistency of

Decision-Making is

Impacted

SPD personnel set market rates for over 400 occupations, so it is

important to have formal guidelines to help ensure consistent

decision-making in calculating market rates. Managers recognized a

need for consistency when they implemented a group discussion as

part of the process. However, there are no guidelines to help ensure

differences in decision-making are not encountered.

What Can Be Done About

It?

The market analysis process is relatively new, and SPD continues to

modify it to try to improve it. At the same time, SPD tries to

minimize changes from one biennium to the next to help maintain

consistency. SPD says the process is not an exact science, nor is it

completely objective. They must exercise discretion, so they do not

believe a single standardized approach can be applied to determine

market rates. There is resistance to establishing standards due to the

number of and variations in occupations.

While some judgment needs to be applied, formal guidelines are

needed to help ensure consistency in similar situations. Certain
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standards are already being informally used during the process. For

example, SPD staff review the relative standard error (RSE) rate of

salary survey data. According to SPD management, they established

an RSE of 1 .5 percent or above as excessive, but staff does not have

documented guidance to help direct decision-making. As a result,

SPD personnel are not using specific, formalized guidelines to base

decisions on.

In order to ensure consistency between analysts, as well as from year

to year, DofA should develop formal guidelines for decision-making.

DofA could incorporate guidelines into current analysis tools to help

identify anomalies for use during group discussions and fmalization

of markets. This should help increase the consistency and

objectiveness of market rate development from analyst to analyst and

year to year.

Recommendation #3

We recommend the department develop and document formal

guidelines for use by staff in analyzing and establishing

occupational markets.

Market Analysis by Other

Entities

While most agencies adopt market rates established by DofA, there

are some occupations in which market rates are established by

another entity. In addition, one agency chooses not to adopt DofA

market rates, and instead establishes its own. If salary data is not

available in the surveys used by DofA, a market is not established for

the occupation. An agency employing these unique occupations

must establish its own salary ranges. Depending on the agency, this

may be accomplished by conducting its own salary survey, hiring a

private contractor to conduct a salary survey, or working with DofA

to establish market rates. There is no policy regarding how market

rates should be established for unique occupations, and how the

process should be conducted when this occurs.
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legislature that compensation plans for state employees be based on
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an analysis of the labor market as provided by DofA. In addition, the

department is given responsibility to develop and implement an

alternative pay plan; including establishing and changing pay for

employees based on, among other things, the labor market. By

allowing other agencies to develop market rates, DofA has not fully

implemented statutory intent.

Inconsistency Leads to

Inequity

Use of different procedures by different agencies to establish market

rates could create inconsistencies, which could lead to inequities.

While a unique position within one agency will not create an

inequity with another agency, if market rates are not established in a

similar manner, the equity of occupational pay rates in the

compensation system will be jeopardized.

While the majority of agencies adopt DofA market rates, a few

agencies do not. In most cases, individual agency personnel have

more detailed knowledge of the requirements needed for specific

occupations. As such, it makes sense that these individuals be

involved in establishing market rates. However, DofA is statutorily

charged with administration of pay plans. Development of market

rates by several agencies creates a disjointed system. The result is

lack of a state administrator of Pay Plan 20.

DofA has not required all agencies to adopt its markets, and has not

developed detailed guidance on what form other agency markets

should take, and how these markets will be approved. In order to

fiilly implement the intent of the law, DofA needs to approve the

market analysis for all occupations. This should include

development of guidelines for agencies to follow when developing

markets, including the DofA approval process, as well as posting all

occupational rates to the DofA website. This will help increase

consistency in establishing market rates and ensure the integrity of

the compensation system.

Recommendation #4

We recommend the department approve market rates for all

occupations.

Page 29



Page 30



Chapter IV - Montana's Compensation

System is Changing

Introduction

The Compensation System is

Changing

The legislature adopted the first uniform wage and salary plan for

state employees in 1975. Since that time, there have been several

changes to Montana's compensation system trying to address

recruitment and retention issues, as well as moving toward

competitive market pay. The 1 999 Legislature enacted legislation

directing the Department of Administration (DofA) to develop and

implement an alternative pay plan for Montana state government

employees. Since this initial directive, state employees have been

transitioning to the alternative pay plan (Pay Plan 20), and currently

the majority of state employees are in Pay Plan 20.

The Director of DofA commissioned the State Pay Special Task

Force to review the state's compensation system to identify an

affordable and equitable pay plan for state employees and define a

pay philosophy. The Task Force met over several months and

developed a vision, goals, and objectives document (see

Appendix B). As a resuU, DofA plans to seek legislation to estabUsh

Pay Plan 20 as the state's main compensation system and move all

employees to the new pay plan by July 1 , 2007.

This proposed change in pay plans is a significant change in

compensation philosophy and organization culture. Pay for

employees in Pay Plan 20 may be established and changed based on

demonstrated competencies and accomplishments, on the labor

market, and on other situations. In order to make an informed

decision, the legislature needs all available information. There are

some key questions the legislature should consider during its review

ofPayPlan20:

Should the State of Montana move to a single pay plan?

How important is market-based pay?

Should Montana lead, match, or lag the market?

Can the state afford to pay market-based salaries?

Should the appropriation for employee pay be re-structured?
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Should variations in pay for similar occupations be allowed?

How important is individual performance and flexibility for pay

increases?

What is the best way to maintain internal equity?

Does flexibility outweigh the need for standardization?

How will the appropriation and budgeting process change?

What outcomes are being achieved?

Pay Plan Variations

This chapter provides details in relation to these questions.

As of July 2006, 63 percent of state positions were transitioned to

Pay Plan 20. DofA encourages use of market-based pay which is

defined as pay based on how other employers compensate employees

in similar positions. DofA also encourages agencies to integrate

competency-, performance-, and results-based pay components into

their human resource systems. While use of all Pay Plan 20

components is encouraged, most agencies are restricted on the

degree of implementation based on available funding. All agencies

in Pay Plan 20 use market-based pay and set salaries at a certain

percent of market, depending on funding. For some agencies, this

was the focus of implementing Pay Plan 20 (see Table 5, page 16).

Other agencies are able to implement a compensation system

allowing employees to move horizontally within their occupational

pay range based on individual contributions.

Differences in Pay for

Similar Occupations

Transition Costs
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DofA sets a minimum, market, and maximum pay rate for each

occupation. However, individual employee pay is up to the

discretion of agency management. This flexibility allows agency

managers to use pay to recruit, retain, and reward employees for

performance, competencies, and achievements. With no specific

guidance and variations in available funding, individual employees

in Pay Plan 20, hired for the same occupation but in different

agencies, can and do get paid varying amounts within occupational

pay ranges.

The perception of some state employees is that everyone will get a

raise when an agency transitions to Pay Plan 20. This is not
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necessarily the case; however, there are usually costs associated with

transition to Pay Plan 20. Based on our survey of state agencies,

costs to transition ranged from $5,000 for 4 employees to

$1.8 million for 1,416 employees, while some agencies did not know

what the cost was. Of those agencies that have transitioned to Pay

Plan 20, a majority (59 percent) say there are transition costs in

moving employees to a certain percent of market. Survey results

indicate 77 percent of agencies have established salaries based on

75-85 percent of market, and 23 percent are paying 90-100 percent

of market. Another cost related to moving to market-based pay is

paying employees the minimum of the occupational pay range.

Agencies must pay for costs associated with transition from existing

funding sources. There is currently no funding allocation to cover

agency costs for transition to Pay Plan 20 or for pay administration

once transition is complete. As a result, agencies pay for these costs

through reallocation of existing budgets, attrition, and vacancy

savings.

The transition of employees to Pay Plan 20 has created differences in

pay for similar occupations. The following table illustrates an

example of the range of differences for three state agencies and two

different positions.

Table 10

Example of Entry Pay Differences at Transition

Agency
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Excluding any pay for performance components, the likelihood of

pay inequities is greater. Jn the example illustrated in Table 1 0, there

is a more than S8,000 difference in annual entry pay for the same

occupation between two different agencies. The result of differences

in pay is competition between agencies. Agency personnel indicate

employees are "lured away" by other state agencies paying higher

wages, and that smaller agencies cannot compete with larger

agencies that have more funding and/or different funding sources. If

one agency pays 85 percent of market, but other agencies pay

96 percent of market, the lower paying agency may lose employees

to other agencies entirely due to pay. Recruitment is also impacted

because agencies advertise and hire at different salary rates for

similar occupations. This competition also exists for agencies in

other pay plans, such as Pay Plan 60. Salary rates for other pay plans

administered by DofA, in general, are lower than those in

Pay Plan 20. In addition, other pay plans have less flexibility with

pay administration.

Conclusion: Pay plan variations among state agencies

have created differences in pay.

Cultural Change Historically, pay administration in Montana state government has

tried to ensure "internal equity." Internal equity is described as a

person with the same knowledge, skills, and abilities in one

department being paid the same as someone with the same

knowledge, skills, and abilities in another agency for the same

occupation. According to human resource organizations, an

organization cannot effectively recruit new employees or retain

existing ones without internal equity. Employees need fairness

between what they bring to the agency in terms of education,

experience, productivity, and other skills, and how the agency

rewards them. Having internal equity helps the employer recognize

employees' contributions to the organization and reward equal work

with equal pay.
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Equity, or fairness, may be interpreted differently by different

individuals. What is fair and equitable to one person may seem

inequitable to others. Table 10 (page 33) provides examples of

variations in pay for similar occupations. On one hand, this situation

could be viewed as simply a consequence of the system. On the

other hand, it could be interpreted as an inequity.

Pay Plan 20 represents a major change in compensation philosophy

and organizational culture. From an organizational standpoint, the

change can be characterized as a move from one of entitlement

(everyone gets any pay increase) to one based on performance

(employees who perform get pay increases). In the past, if the

legislature approved a pay increase, all employees received the

increase, with the exception of employees who were paid at the

maximum of their pay grade. With Pay Plan 20, agency managers

can approve pay increases for individual employees. This is a

significant change in how state employees are used to receiving pay

increases, which is a change in the culture of pay administration for

the State of Montana.

FlexibUity Versus A benefit of Pay Plan 20 is flexibility, and currently, laws directly

Standardization related to this pay plan are limited. According to statute, pay for

employees may be established and changed based on demonstrated

competencies and accomplishments, on the labor market, and on

other situations defined by DofA. On the other hand, Pay Plan 60

has various statutory requirements including pay schedules,

minimum pay levels, and base salary increases. Agency managers

indicate Pay Plan 60 laws do not apply to Pay Plan 20 operations, yet

some of these laws are followed. For example, across-the-board

increases appropriated by the legislature under Pay Plan 60, to date

have been distributed to all employees under Pay Plan 20. As a

result, it is not clear which laws apply to Pay Plan 20.

Managers have more flexibility in setting pay for individual

employees based on market trends and performance. Employees

have more flexibility in individual development and career

progression. According to DofA, another benefit is a reduction in
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administrative costs due to simplifying classification, which saves

time and resources for management and human resources staff All

this flexibility could be viewed as a lack of standardization. DofA

has only developed general guidance, so each state agency is

developing its own policies under Pay Plan 20. As a result, there are

variations in the compensation system, such as how employees are

paid in comparison to the competitive market, and if employees have

opportunities for individual pay increases.

Market-Based Pay As defined in the previous chapter, the term market refers to the

collective group of employers with whom a company competes for

employees. There are three possibilities regarding compensation in

relation to the competitive labor market. An organization can: 1)

lead the market by paying higher salaries, 2) match the market by

paying about the same wages, or 3) lag the market by paying rates

below other organizations. Matching the market is sometimes

referred to as being externally competitive.

According to human resource sources, with market-based pay, as the

competitive market fluctuates, so should employee pay. For

example, if an organization is paying 100 percent of market and the

market increases by 1 percent, there should be a corresponding

increase in employee pay. hi a traditional broadbanding salary

system, as with Pay Plan 20, the midpoint of a pay range corresponds

to the market salary for the occupation. The goal is to pay

employees at midpoint when they are fully skilled and meet

performance expectations. At that point, the employees' salary is

competitive with workers in similar job markets.

Performance-Based Pay
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Aside from comparison to market rates, performance-based pay is a

main component of broadbanding. While Montana's state agencies

are not required to implement a performance-based pay component

as part of Pay Plan 20, some have done so or have plans to

implement this component in the future (see Table 5, page 16).

Broadbanding focuses more on horizontal progression within an

occupational pay range, as opposed to vertical movement to a higher

band. This de-emphasizes the need for reclassification to achieve
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higher pay. The emphasis of performance-based pay is to motivate

employees to work to reach higher performance levels.

By granting managers and supervisors more discretion to determine

pay increases, pay for performance increases responsibility for

supervision. For example, supervisors must treat employees fairly in

terms of the assignment of work, evaluation of performance, and

allocation of rewards; and they must be held accountable for their

decisions. This may include linking supervisors' pay to how well

they perform these duties, among their other responsibilities.

Nationally, human resource personnel emphasize the following core

elements for successful implementation of performance-based pay:

Clear connection and linkage between organizational goals and

individual performance expectations within an overall

performance management system.

Top-level management support and employee involvement.

A fair and transparent performance appraisal system applied

consistently across the organization.

Meaningful rewards for good performers.

Development and training for poor performers.

Holding managers accountable for performance-based

management.

Conclusion: The concept of broadbanding is a major change in

compensation philosophy and organizational culture for the

State of Montana.

What Outcomes Are

Being Achieved?

Pay Plan 20 is considered the state's alternative pay plan, but the

majority of state agencies are using it. Since Montana's

compensation system is changing, what outcomes are being achieved

as a result? The idea behind creation of the alternative pay plan was

to address recruitment and retention issues by providing agency

managers with tools to better fit individual agency needs. The

system provides more authority and flexibility to agency managers,

provides greater emphasis on the labor market, and simplifies the
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Desired Outcomes Are Not

Measured

process. By replacing grades with open salary bands, employers can

better respond to market trends, offer more attractive starting salaries

commensurate with an individual's qualifications, and reward

employee performance. In general, these are desired outcomes of

any broadband system.

Another desired outcome of a broadband system is improved

organizational performance. Providing flexibility and basing pay on

the competitive markets should increase employee moral and

productivity, which in turn should positively impact the

organization's operations. It has been more than five years since

state agencies started transitioning to Pay Plan 20. However, there is

no information available indicating whether the alternative pay plan

is achieving desired outcomes. Resources and information on pay

systems indicate effective implementation includes an ongoing

review of the system.

Recruitment and Retention

Issues

DofA requires an agency to complete an implementation proposal

prior to transitioning to Pay Plan 20. The proposal lists the business

reasons for wanting to transition, such as organizational and

individual performance issues the agency wants to address. Our

survey of state agencies indicates the majority of agencies

transitioned to Pay Plan 20 for flexibility in administering pay, as

well as recruitment and retention of employees. Our survey results

indicate 90 percent of agencies in Pay Plan 20 have recruitment and

retention problems. However, only 50 percent said implementation

of Pay Plan 20 has reduced recruitment and retention issues.

According to a DofA report, the turnover rate (left state government

employment) for calendar year 2005 was 11.8 percent, and less than

1 percent (10 of 1,426) left because of compensation. This statistic

may not be an exact representation because agencies are not required

to submit turnover information and there are numerous reasons for

leaving employment that could be submitted inconsistently. When

asked how agencies measure improvement in recruitment and

retention, a majority of respondents stated they look at the number of

qualified applicants and agency turnover rates. For example, one
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agency indicated it has experienced a 50 percent drop in applicants

for a specific occupation, as well as a decrease in the quality of

applicants based on abilities observed during probationary periods.

Another agency indicated it compiles statistics on turnover, but it has

yet to analyze results. We reviewed some examples of turnover

statistics and found variances in form and content. In addition, we

did not identify any documentation related to recruitment. While

agencies are aware of recruitment and retention, not all agencies

gather statistics or analyze data on an ongoing basis. Ongoing

monitoring cannot occur without statistics and analysis.

There is no requirement to track and monitor recruitment and

retention, employee productivity, or other aspects related to

outcomes associated with a pay plan. As a result, each agency is left

to its own devices on whether or not to monitor operations. In order

to determine the impacts of Pay Plan 20, outcomes should be tracked

and monitored. This information will enable the legislature and

DofA to make informed decisions regarding operation of the

alternative pay plan.

Recommendation #5

We recommend the department establish a system for

compiling and monitoring recruitment and retention data, and

other aspects related to Pay Plan 20^
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Appendix A

MARKET ANALYSIS
BROADBAND PAY PLAN

ACCOUNTANT

Reviewed: April 2006

Note: This market analyses is not meant to be a "stand alone" document. Users can find

explanatory documents in the IReadMe Directory on the MINE intranet site under Market Analyses

by Class. These explain the intended use of market analyses and how the information and

analyses were produced.

SOC: Accountants and Auditors

0*Net: Accountants

13-2011

13-2011.01

Current Broadband Plan Classes:

Job Code
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The following table shows pay ranges based on a $40,588 market rate at level 6, a 20% midpoint

progression, and a 50% range width. (Note: ECS data shows an average 55% range width.)

Pay Band
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• Work as Internal Revenue Service agents.

For more detailed task information go to: http://online.onetcenter.org/link/details/13-2011.01.

III. CHOOSING THE CLASSIFICATION LEVEL FOR APPLYING SURVEY DATA

Classification Level 6 has been chosen as the appropriate level for applying survey data for this class

based on a comparison to BLS and 0*Net ratings. These ratings as shown in the following tables are

comparable to the typical education and experience parameters for classification level 6.

Classification Level Six

Work involves the application of the principles and practices of a professional field to diverse

assignments in which conflict situations, ambiguous concepts or divergent views are typical. Work

requires developing policies, new methods or techniques to resolve sensitive problems through

individualized solutions to recurring problems or situations, based on data that is complicated and

intricate. Plans or designs must be oriented to complex or uncommon sites, circumstances or natural

resource features. Plans and approaches are based upon extensive information, or numerous

variables and include determining the relative importance, and value of the data or variables.

Modification and testing applications of known and accepted processes to new applications involves

diverse parameters and work includes testing for soundness of approach. Work requires demonstrated

skill and professional knowledge of a breadth of issues associated with an occupation applicable to

complex and/or diverse assignments.

Typical Education and Experience:

The required knowledge and skills are typically acquired through the completion of a Bachelor

degree and 2-5 years related experience, or Master degree and 0-3 years experience, or a Juris

Doctorate degree and 0-2 years of experience.

fJob Zone

Title Job Zone Four: Considerable Preparation Needed

Overall A minimum of two to four years of work-related skill, knowledge, or

Experience experience is needed for these occupations. For example, an accountant must

complete four years of college and work for several years in accounting to be

considered qualified.

Job Training Employees in these occupations usually need several years of work-related

experience, on-the-job training, and/or vocational training.

Job Zone Many of these occupations involve coordinating, supervising, managing, or

Examples training others. Examples include accountants, chefs and head cooks,

computer programmers, historians, pharmacists, and police detectives.

SVP Range (7.0 to < 8.0)

Education Most of these occupations require a four

some do not.

year bachelor's degree, but
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Since this survey benclimarl< is described as a journey level accountant, it is matclied to

classification level 6.

Number
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LEVEL
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Appendix B

June 13, 2006

VISION

The State of Montana attracts, retains and motivates a high-quality workforce.

GOALS & OBJECTIVES

Thefollowing goals and objectives apply to all executive branch positions covered under 2-18-102 through

2-18-320, MCA, except those covered under the collectively-bargained blue collar plan. Specifically, the

proposal includes all executive branch employees who are not elected officials or the personal staff of elected

officials. It excludes employees of the university system, employees ofMontana's legislative and judicial

branches, and all other positions listed under 2-18-103, MCA.

1. The State's compensation system^ will be internally equitable.

(a) The compensation system will rely on a single classification plan by July 1, 2007; the

plan will use job-related standards that are uniform and consistently appHed.

(b) The compensation system wUl rely on the same centrally-estabUshed market rates

and pay ranges for ihe same job classes within each pay band.

(c) The compensation system will not discriminate against women or minorities.

(d) The Office of Budget and Program Plaiming will work with state agencies to develop

a transitional funding approach to mitigate pay differences between employees in

agencies with varying funding resources.

2. The State's compensation system will be externally competitive.

(a) All state agencies will move to the broadband pay plan by July 1, 2007.

(b) The Department of Administration will survey competing employers biennially to

set pay band levels, identify current and accurate market rates for all occupations,

and compare other employers' benefit packages. Representatives of state agencies

will participate in the survey process to ensure survey job matches are valid and

reliable.

(c) The long-term goal of Montana state goverrunent is to compete for qualified workers

by paying the market rate at hire for all state jobs. Given fiscal constraints, however,

the shorter term goal wiU be to pay all employees a minimum of 85 percent of

market.

(d) The Department of Administration will work with state agencies to develop strategic

recruitment, retention and succession plans for specialized, difficult-to-recruit

occupations and management positions.

1 The state's compensation system includes three components - the pay plan, the classification

plan, and the benefits plan.
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3. The State's compensation system will befiscally responsible.

(a) State agencies will implement pay plans that are financially sustainable.

(b) State agencies will tie employee performance expectations to their agency missions.

(c) State agencies will actively manage the performance of employees to ensure agency

missions are met.

4. The State's compensation system will be flexible, recognizing employees'

individual contributions.

(a) State agencies will design their own pay plan rules within the broad parameters

established through these goals and objectives.

(b) State agencies will design and implement strategic human resource activities

(recruitment, training, retention, and succession management) to meet emerging

workforce challenges and respond to labor market realities.

(c) State agencies wiU identify, acknowledge, and may reward employees for their

competencies and performance.

(d) The State Office of Labor Relations will negotiate with state employee labor unions

the parameters of the single compensation system, and wiU bargain agency pay plan

rules with labor unions representing the respective agency employees.

5. The State's compensation system will be supported by the Department of

Administration.

(a) The Department of Administration will support agencies by analyzing and

identifying best practices, providing current and accurate occupational market rates,

assisting agencies implementing and maintaining their pay and workforce

development plans, and reviewing and approving agency pay plan rules.

(b) The Department of Administration will help state agencies ensure their pay practices

do not have a disparate impact on women or nvinorities.

(c) The Department of Administration will assist agencies in the fair and equitable

apphcation of the classification and pay plans across all agencies.

6. The compensation system will be easily understood and communicated to

all stakeholders.

(a) The Department of Administration will develop a communications plan for state

workers, state employee unions, and the legislature describing in plain and concise

terms the compensation system and corresponding changes in management

practices.

(b) State agencies will communicate to employees, in plain and concise terms, the

specifics of their agency plans, the effect on each employee's pay rate, and any

corresponding changes in agency expectations and management practices.

(c) The Department of Admiivistration will assist state agencies to educate agency

managers responsible for administering the pay plan.
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DEPARTMENT OF ADMINISTRATION
DIRECTOR'S OFFICE

BRIAN SCHWEITZER, GOVERNOR JANET R. KELLY, DIRECTOR

STATE OF MONTANA
(406) 444-2032
FAX (406) 444-6194

MITCHELL BUILDING
125 N. ROBERTS, RM 155

PO BOX 200101

HELENA, MONTANA 59620-0101

November 6, 2006

Jim Pellegrini

Deputy Legislative AucJitor

Legislative Au(dit Division

P.O. Box 201705

Helena, MT 59601

Dear Mr. Pellegrini:

RECEIVED
NOV 6 2006

LEGiSLATiVE AUDIT DiV.

The Department of A(Jministration has reviewed the November 2006 Pay Plan 20: The State's Alternative

Pay Plan Performance Audit Report, and the recommendations contained therein. Our response to the

recommendations appears below.

We have also attached a Corrective Action Plan per the requirements of Management Memo #2-05-2.

Recommendation #1

We recommend the department re-evaluate its discounting procedure to determine if a better methodology

can be used to calculate more realistic market rates, and document and incorporate the results of the

analysis into the market analysis process.

Response:

We concur. The department will involve senior management representatives in evaluating its current

discounting procedure to determine if a better method exists to calculate market rates. The department

will use acceptable industry standards to establish market rates if discounting is used.

Recommendation #2

We recommend the department identify and define the relevant labor market for Montana State

Government.

Response:

We concur. The department will include state agencies in its efforts to identify and define the relevant

labor market for Montana State Government.

Recommendation #3

We recommend the department develop and document formal guidelines for use by staff in analyzing and

establishing occupational markets.
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Response:

We concur. The department will formalize existing guides and publish general guidelines for establishing

occupational markets.

Recommendation #4

We recommend the department approve market rates for all occupations.

Response:

We concur. The department will approve market rates for all occupations.

Recommendation #5

We recommend the department develop a system for compiling and monitoring recruitment and retention

data, and other aspects related to Pay Plan 20.

Response:

We concur. The department will identify relevant metrics to measure the effectiveness of the broadband

pay plan in meeting agency needs related to the recruitment and retention of a qualified workforce.

Thank you and your staff for conducting the audit in a professional manner.

Sincerely,
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